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PRESENT ROLE OF BUSINESS TAXES 


During the past fiscal year, approximately $5.9 
billion in taxes were remitted to the Federal Govern- 
ment by the business community. This sum was 
equivalent to more than 76% of all federal tax re- 
venues. For the comparable period, the state govern- 
ments looked to business for the payment of $3.3 
billion in taxes — or 75% of all state tax receipts. 
These data suggest a continuation of the upward 
trend of business tax collections. 
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HE heavy imposition of business taxes under the 

Federal Revenue Act, and the increasing depend 

upon this type of tax by state fiscal authorities, i 
cates the extensive nature of current business contributio 
used to defray the cost of government. As a source of 
governmental revenue, these business taxes are assuming 
an ever-increasing significance; and as a means of economic 
regulation and control, business taxes are receiving a simi- 
lar increased emphasis. 

The quantitative aspect of this accentuated role is well 
exemplified by the fact that for the fiscal year ended June 
1941, business taxes accounted for more than 76% of all 
federal tax revenues, and 75% of total state tax collections. 
That the present emergency defense program has, and will 
continue to emphasize this role is apparent. Business cer- 
tainly will not be neglected when the present and future 
costs of our defense effort are allocated. 





BUSINESS TAXES CLASSIFIED 


Since business enterprises pay to the various units of 
government an incongruous conglomeration of taxes — 
aggregating billions of dollars annually — a segregation 
of these taxes by types facilitates the problem of analysis. 
In general, all taxes paid by business units, regardless of 
the final incidence of the tax, are commonly referred to as 
business taxes, the main criterion being whether or not the 
tax is remitted to the collecting authority by the business 


ay 


There is, moreover, a perceptible qualitative trend. 
This trend entails the subtle, though persistent, 
growth of taxes designed primarily to affect produc- 
tion, distribution, and consumption — with revenue 
collections comprising a secondary objective. These 
control taxes become detrimental only when they 
distinctly assume a repressive or punitive character. 


. The extent to which present and future business taxes 


assume that character should be of major concern to 
business and government alike. 







concern. the purposes of this discussion, however, these 


considered as falling into two distinct groups 


group consists of the general and special corpo- 
xes, and special taxes upon certain businesses. 
Illustrative of this type are the corporate income and profits 
taxes, capital stock taxes, certain gross receipts taxes, special 
taxes on utilities and insurance companies, and license taxes 
on specific businesses. The incidence of these taxes is 
usually thought to be directly on business, although some 
opinion would suggest that except for the income and 
profits taxes, business taxes may often be shifted — in 
part at least. Whatever the actual case may be, it will 
suffice to point out here that the matter of shifting and 
incidence constitutes one of the most intricate problems 
in public finance, and has no immediate relation to this 
article. 


The second group comprises taxes collected from busi- 
ness, but not usually classified as business taxes. They may 
be regarded as business taxes for the reason that they are 
collected from business and bear a direct relationship to 
the volume, movement and transaction of business. In- 
cluded in this group are sales taxes, motor vehicle fuel 
taxes, alcohol and tobacco taxes, customs duties, manu- 
facturers’ excise taxes, payroll taxes, stamp taxes, etc. 


1 These categories are adopted in main from a classification of business 
taxes as outlined in a previous issue of the Tax Review. (See: The Tax 
Review, Series A. July, 1940. Page 18.) 
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By way of elaboration, it is interesting to note that the 
Federal Revenue Act of 1941 incorporates into the federal 
tax structure a specie of tax previously reserved exclusively 
for state and local taxing authorities: the retail sales tax. 
This may accentuate the troublesome problem of dual 
taxation by the federal and state governments. 

Also included in the second category are many taxes col- 
lected from business for which business acts merely as the 
collecting agency. Some feel that the nature of these taxes 
is distinct enough to justify placing them in a third group. 
For the sake of simplicity, however, these taxes have been 
included in the second category outlined above. Represen- 
tative of this type are tax levies on communications and 
admissions. 


FEDERAL BUSINESS TAX COLLECTIONS 


The continual accretion of business taxes to the revenue 
structure, and the intensive development of the existing 
taxes within that structure, has been most conspicuous at 
the federal level. This is evidenced in the following data. 
In 1930, as indicated in Table 1, the Federal Government 
collected from business $2,404 million; by 1937 this 
amount had increased to $3,737 million; and by 1941 it 
had risen to an all-time high of $5,928 million. Estimates 
based on figures released by the Treasury Department re- 
veal that for the 1942 fiscal year business tax collections 
may approximate $10,000 million. 

Thus, federal taxes collected from business have in- 
creased 147% since 1930. One of the significant component 
increases is reflected in the tobacco, liquor and stamp im- 
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positions. The 1941 receipts from these combined taxes 
represent an increase of 188% over the 1930 level. Table 
1 shows that federal corporation and special business taxes 
produced a revenue of $2,233 million in the fiscal year 
1941. The emphasis placed on corporation income taxes 
as a component part of the federal tax structure is quite 
apparent. In the past fiscal year these income and profits 
taxes accounted for 34.5% of all business taxes, and, in 
recent years, have approximated one half of all combined 
income tax receipts. 

Federal taxes depending on the volume, movement and 
transaction of business, but which ordinarily are classified 
under other headings, accounted for revenues of $3,695 
million in 1941. This compares with collection of $1,141 
million in 1930. The most important of these taxes from 
a revenue standpoint are payroll, tobacco, liquor, and cus- 
toms impositions. Payroll taxes in 1941 produced a revenue 
of $926 million, and present indications arc that, under 
existing rates, the 1942 collections will exceed $1,100 mil- 
lion. Tobacco and liquor taxes each have been yielding 
an annual revenue of more than $500 million in recent 
years. Reference was made previously to the adoption, by 
the Federal Government, of retail sales taxes. This .imited 
group of federal excises — furs, jewelry, toilet preparations 
— will, it is anticipated, produce about $105 million under 
a full year effect of the new law. 


PROPORTION TO TOTAL FEDERAL TAXES 


Another important manifestation of the increase in 
federal business taxes appears in the proportion these tax 


TABLE 1: FEDERAL TAXES COLLECTED FROM BUSINESS, 
FISCAL YEARS 1930 AND 1937-19412 


Source: Reports of the Secretary of the Treasury 





Type of Tax 
































' Includes undistributed profits tax. 


a. Fiscal years ending June 30. 








1930 1937 
General corporation taxes and special 
business taxes: 1,263,461 1,236,844 
Corporation and income and profits! 

CO ESS Re RA nea 1,263,414 1,082,028 
Copitel stock tx .................. 47 | 137,499 
Transportation of oil by pipe line..... | - | 11,244 
Unjust enrichment tax 0.00.0... — 6,073 

Taxes collected from business but not 

usually classified as business taxes: 1,140,496 2,499,740 
Tobacco, liquor and stamp taxes 539,763 1,216,418 
Manufacturers’ excise taxes: 

Gasoline and lubricating oils ‘i — 227,996 

All others . 2,664 222,664 
Customs ...... 593,838 | 489,977 
Employment taxes? ..... : es — 265,745 
Communications and admissions ee 4,231 | 14,310 
gS 2. ; — ss 
NOM sess dacsctsechicdnccseccocins x “3 —_ 32,630 

Total 2,403,957 3,736,584 


2 Includes social security taxes, and also taxes levied under Carriers’ Taxing Act of 1937. 





Thousands of Dollars 























1938 | 1939 1940 1941 
1,494,584 1,294,438 1,291,842 2,232,602 
1,336,501 1,149,597 1,139,056 2,044,373 

139,349 127,203 132,739 166,653 

12,517 10,955 11,511 12,481 

6,217 6,683 | 8,536 9,095 
2,812,658 2,811,510 3,045,951 3,695,186 
1,182,394 1,209,042 1,271,452 1,557,190 

| 235,213 237,516 257,420 | 381,242 

181,987 159,375 189,668 | 236,112 

361,355 323,096 348,591 | 391,870 

742,661 740,429 833,521 | 925,856 

4.778 43,565 48,256 98,294 

30,569 | 65,414 68,145 74.698 

33.701 | 33,073 28,898 | 29,924 
4,307,242 4,105,948 4,337,793 | 5,927,788 
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collections bear to total federal tax revenues. Table 2 in- 
dicates this relationship as it applies to the categories de- 
scribed above. In 1930, all business tax collections 
accounted for 66.2% of total federal taxes; in 1941 all 
business taxes were responsible for 76.4% of total federal 
taxes. General corporation and special business taxes pro- 
duced 28.8% of all federal taxes in 1941. During the 
same period, taxes resulting from the volume, movement 
and transaction of business were equivalent to 47.6% of 
total taxes. An analysis of Table 2 reveals a rather interest- 
ing phenomenon. Although general corporation and special 
business taxes have increased substantially since 1930, their 
proportion to total federal taxes has diminished since 
that date. 


TABLE 2: BUSINESS TAXES COMPARED WITH TOTAL 
FEDERAL TAXES, 1930 AND 1937-1941 


Source: Reports of the Secretary of the Treasury and 
Computations by the Tax Foundation 























Type of Tax Per Cent z 
1930 | 1937 | 1938 | 1939 | 1940 | 1941 
All busimess taxes 0... 66.21 72.71 71.5] 74.6| 76.21 76.4 


General corporation taxes 
and special business taxes} 34.8] 24.0] 24.8] 23.5| 22.7] 28.8 


Taxes collected from busi- 
ness but not usually classi- 
fied as business taxes ...... | 31.4! 48.6) 46.7} 51.1] 53.5] 47.6 


STATE BUSINESS TAXES 


State governments, as well as the Federal Government, 
procure a great preponderance of their revenue from busi- 
ness taxes. As seen in Table 3, the states derived $3,329 
million from this source in 1941, excluding property taxes 
paid by business concerns. This sum was equivalent to 
74.7% of all state tax collections. Taxes paid to the state 
governments in 1941 by business units represented an in- 
crease of 17% over the similar contributions for 1939. 
General corporation taxes and special business taxes pro- 
duced $609 million in state tax revenues for the 1941 
fiscal year. Growing dependence upon corporate income 
taxes is reflected by the fact that revenue from this category 
has increased 45% in the last two years. 


State taxes collected from business, but not usually classi- 
fied as business taxes, yielded to state treasuries $2,720 
million in 1941. The most productive in this group were 
gasoline, unemployment and general sales taxes, in that 
order. Motor vehicle fuel taxes accounted for 20.4% of all 
state tax collections in 1941, unemployment compensation 
taxes were responsible for 19.8% of all tax collections, 
and general sales taxes produced 12.4% of the total. In 
addition to the state taxes listed under the two broad 
classifications embodied in Table 3, cognizance must also 
be taken of state property taxes, motor vehicle license 





taxes, and other special taxes such as documentary stamp 
taxes. Business pays a substantial part of these, and they 
have been excluded here only because of difficulties in- 
volved in statistical allocation. 


Non-REVENUE OBJECTIVES 


By and large, business taxes are imposed primarily for 
revenue purposes, but the role of business taxes as an 
implement for social and economic control has developed 
persistently since their inception. Obviously, the use of the 
taxing power for such control is not an innovation. The 
salient point to be noted here is the progressive growth of 
this policy, and present indications are that no retrenchment 
of this policy can be anticipated in the near future. It is 
plausible to assume that the impact of our accelerated de- 
fense program upon the economy will culminate in a wider 
use of control taxation. 


The fundamental motive for these regulatory taxes — 
generally speaking — is the modification of the processes 
and conditions of production, distribution and consump- 
tion. The objective of producing revenue is often sub- 
ordinated to an incidental position. The regulatory pressure 
of taxation may be applied in a positive manner by the 
adoption of repressive taxes, or in a negative manner by 
reducing taxes or granting privileged tax exemptions. The 
trend during the last decade has apparently been in the 
direction of the first method. 


An indication of the present eminence of this policy 
appears in the current proposals to confiscate all corporate 
profits in excess of 6% on invested capital, and to sub- 
stantially increase the employment taxes. The former scheme 
embodies the non-fiscal objective of controlling business 


TABLE 3: STATE TAXES COLLECTED FROM BUSINESS, 
FIscAL YEARS 1939, 1940 AND 1941 


Source: United States Bureau of the Census 


Amount in Millions of Dollars. 











Type of Tax rh 
1939 1940 1941 
General corporation taxes and spe- 
cial business taxes: 
Corporate income taxes ......... 108 123 157 
Taxes on specific businesses 408 444 452 
516 567 609 
Taxes collected from business but | 
not usually classified as business 
taxes: 
Severance... PRE et Arete ees 48 52 59 
General sales ieee ae 441 490 552 
Se er ne 801 845 910 
Alcoholic beverages 0.000... 174 200 215 
Tobacco products .............. ee ae 2 60 97 103 
Unemployment compensation . 799 844 881 


2,325 2,528 2,720 
Total DUSIMESS AXES occceccccccs 2,839 3,095 3,329 
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TABLE 4: BUSINESS TAXES COMPARED WITH TOTAL 


STATE TAXES, 1939, 1940 AND 1941 


Source: United States Bureau of the Census and 
Computations by the Tax Foundation 

















Type of Tax : s.r 
1939 | 1940 | 1941 
General corporation taxes and special! | 
business taxes: 
Corporate income taxes 2.8 3.0 | 3.5 
Taxes on specific businesses 105 | 106 | 10.2 
| 
| 233] we] 137 
Taxes collected from business but 
not usually classified as business | 
taxes: 
Severance | 2 1.2 13 
General] sales | .24 11.8 12.4 
Gasoline ...... ee: 20.6 20.3 20.4 
Alcoholic beverage . 4.5 | 4.8 4.8 
Tobacco products ............. is | oes 2.3 
Unemployment compensation. ........ 20.6 20.2 19.8 
| 59.8 60.6 61.0 
Total business taxes | 73.1 74.2 74.7 








profits in a period of stimulated economic activity; the 
latter is intended primarily to halt or restrain inflation. 
That the use of taxation as an instrument of economic 
control will keep pace with the expanding productive ac- 
tivity seems to be a recognized fact. 
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PRESENT AND FUTURE SIGNIFICANCE 

For the fiscal year 1941, more than 76% of all federal 
tax collections were accounted for by taxes remitted by 
business units. For the comparable period, taxes collected 
from business were responsible for 75% of all state tax 
revenues. It cannot be construed from these facts, however, 
that three fourths of our federal and state tax burdens 
rested directly upon business. In the case of a large por- 
tion of these taxes, the business community did not directly 
bear the burden, or else acted as a collecting agency. The 
data does indicate though, that business is being called 
upon to contribute an ever-increasing proportion to the 
support of our governmental functions. Future indications, 
moreover, are that this perceptible trend will continue. 

A second significant aspect of the present situation is 
the extent to which taxes devised primarily for economic 
control are imposed upon business. Such an extension of 
the taxing power is not — per se — evil. Taxes, when so 
applied, should be compatible with the accepted principle 
of procuring the maximum net social gain. It is only when 
such taxes carry an anti-business connotation, or when they 
are employed as punitive measures, that a criticism of their 
imposition is justified. Cognizance of that principle seems 
to be particularly essential at the present time. For if gov- 
ernment must, by necessity, place an increasing reliance on 
business for an all-out productive effort, it cannot — by 
the use of its taxing power — apply regulatory measures 
which will impair the functioning and very foundation of 
that business structure. The preservation of the business 
structure is vital, not only to the present endeavor, but to 
the future economic and social welfare of the nation. 












Quotation of material in this publication 
is permitted when acknowledgment 
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